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Richard Kogan 

High Cost of 
A Balanced 
Budget 
Amendment 

Advocates of the Balanced Budget 
Amendment to the Constitution do 
not intend to jeopardize the life sav- 
ings of America’s families or threaten 
the stability of the nation’s banks. As 
written, however, the amendment 
could do just that. 

Currently, America’s savings are 
safe. The Federal Deposit Insurance 
Corp. (FDIC) guarantees individual 


those payments be prohibited? Don’t 
forget that the measure would amend 
the Constitution, while deposit insur- 
ance and other such guarantees are 
only statutes. 

American banking was not always 
protected. The Great Depression was 
so steep — the economy shrank almost 
30 percent from 1929 to 1933-^in 
part because there was no deposit 
insurance. Some lost all their savings. 
A rumor that a bank was in trouble 
prompted panic, with depositors rush- 
ing to withdraw their savings. Even 
false rumors caused banks to collapse. 

One of President Roosevelt’s first 
acts was to close the banks while 
Congress enacted deposit insurance. 
The banks reopened, citizens could 
redeposit their hinds in safety and the 
economic collapse ended. Deposit -^in- 
surance became the first and best eco- 
nomic stabilizer. It is one reason tfiat 
no post-war recession has shrunk the 


deposits in banks and thrift institu- 
tions up to $100,000 per account. 
Depositors rely on the U.S. govern- 
ment to keep its word, quickly and 
automatically; if a bank goes broke, 
the government makes good on de- 
posits. Deposit insurance claims are 
enforceable in court. 

Now look at the Balanced Budget 
Amendment. It begins, “Total outlays 
for any fiscal year shall not exceed 
total receipts for that fiscal year, 
unless three-fifths of the whole num- 
ber of each House of Congress shall 
provide by law for a specific excess of 
outlays over receipts by a roll^all 
vote.” This deceptively simple con- 
cept — that the federal budget must 
be balanced each year — would inad- 
vertently cast doubt over the “full 
faith and credit” of the U.S. govern- 
ment, putting all federal guarantees, 
including deposit insurance, at risk.’ 

Here’s why. During a severe eco- 
nomic downturn, the risk of bank fail- 
ure is greatest. An economic downturn 
also produces (or exacerbates) federal 
budget deficits, as tax revenues decline 
and spending for programs such as 
unemployment compensation increas- 
es. At such a time, the government 
would lack the extra revenues it could 
need to cover the large costs of rescu- 
ing depositors and the banking system. 
Under current law, deposit insurance 
claims are automatically paid as need- 
ed, regardless of the deficit. Under the 
amendment, if deposit insurance pay- 
ments would cause a deficit, might not 


economy more than 3 ¥t percent. - 

Doesn't the FDIC charge annual 
fees to banks, building up large bal- 
ances, which would automatically be 
available in a banking crisis? 

Not after the amendment It prohib- 
its spending borrowed funds. Incredi- 
bly, it also prohibits using accumulated 
savings; it requires that all federal 
spending in any fiscal year be covered 
by that year’s revenues. This require- 
ment is like telling a family to fina™-** a 
new house or a child’s college tuition 
out of that year’s wages, no matter 
how much money the family has in the 
bank. In this case, the amendment 
precludes a sudden increase in deposit 
insurance payments if that inrrpase 
would cause federal spending to ex- 
ceed federal revenues in that year, no 
matter how much the FDIC has “in the 
bank.” 

There are two possible ways out. 
First, Congress could raise taxes or cut 
other spending by enough to offset 
deposit insurance costs. But the poten- 
tial size of those payments shows why 
they could not be easily offset. 'Die 
recent restructuring of the savings apd 
loan industry required deposit insur- 
ance payments of $156 billion over 
four years, $66 billion in 1991 alorie. 
And the government’s deposit insur- 
ance guarantee covers private savings 
of $2.7 trillion. These amounts are too 
large to be offset by a single year’s tax 
increases or spending cuts. 

Second, there is the escape hatch. 
By a three-fifths vote, Congress could 
choose to pay deposit insurance and 
allow deficit spending. But it is hardly 
automatic that Congress would re- 
spond in a timely manner (or at all), 
even in a pending crisis. In August 
1941 Congress barely mustered a ma- 
jority to extend the draft, even though 
Hitler had already marched across Half 
of Europe. In the current debate, dei- 
ther the Senate nor the House could 
find a majority to write into the amend- 
ment an exception for recessions. Find- 
ing three-fifths majorities in each 
House of Congress is significantly 
more difficult. By the time Congress 
fully understands the scope of a devel- 
oping banking crisis and gathers the 
three-fifths vote (if it can), the problem 
would have grown, perhaps to a dan- 
gerous degree. ~ 

Taking the amendment at face val- 
ue, then, legal commitments made by 
the U.S. government would no longer 
be binding. When economic troubles 
arose and the banking system, deposi- 
tors and the economy as whole most 
needed it, those “commitments” could 
prove ephemeral. 
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